General Business Conditions 





HE approach of victory in Europe is 

carrying the problems of postwar re- 

adjustment rapidly past the stage of 

study and discussion, and making 

‘them matters of immediate practi- 
cal concern. For two years something like 
two-thirds of industrial capacity and almost 
half of the total economic activity of the coun- 
try have been devoted to war purposes. Now 
a major change is in prospect. It may come 
within a few weeks or not for several months, 
but it is already the first consideration in cur- 
rent business decisions. 

A figure first given out by Mr. Donald 
Nelson in August, that production for war 
will be cut back 40 per cent when Germany 
is defeated, has been repeated many times 
since by Washington officials, and is generally 
accepted as a conservative forecast. This is 
equivalent to cutting government purchases 
by some $30 billion annually, Mr. Byrnes, 
the Director of War Mobilization, estimates 
that the cut will lead, presumably after allow- 
ing for a reasonable decrease in hours of work, 
- to the release of four million workers from war 
work. These workers will be available to step 
up civilian production, but those whose jobs 
are in war plants will have to shift to other 
places or wait while the war plants are recon- 
verted to make peacetime goods. Thus some 
decline in overall activity and employment is 
inevitable. 

In another aspect also the business situation 
will change. The new civilian goods which the 
industries will produce will no longer be ab- 
sorbed by one insatiable buyer, but must be 
taken off the market by public demand. This 
will bring questions of cost and price relation- 
ships back into their normal prominence, and 
pose problems which have been left in the 
background during the war. 

In some quarters the first effect of the im- 
pending change is one of hesitation. Business 
men agree that the situation is strong in that 
needs for goods are immense and people both 
at home and in many foreign countries have 
money to buy with, and they look forward 
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with confidence to the replacement market. 
But they are also impressed by the difficulties 
of the transition period. The question is 
whether the plants and labor released from 
war work can swing smoothly into production 
of goods that people want, or whether a period 
of unemployment and recession, possibly feed- 
ing on itself as further cutbacks come along, 
should be anticipated. Many are confused as 
to the outlook for prices. They do not know 
whether to expect inflation or deflation, and 
public policies are in conflict, some appearing 
to be based on one assumption and some on 
the other. 

The effect of uncertainty is to induce con- 
servatism in forward buying. It is not always 
possible to reduce commitments much under 
present conditions, where people find difficulty 
in getting everything they want, but the ten- 
dency to hold back where they can is in evi- 
dence among mercantile and industrial buyers 
alike. One of the important developments of 
the month is the decline in forward orders for 
steel, accompanied by a slackening in demand 
for steel scrap and a drop in scrap prices below 
the ceiling. Historically steel scrap prices have 
often given warning of business changes. An- 
other development is the accumulation of 
evidence that farm products will be in more 
abundant supply than had been expected, and 
although the Government is supporting farm 
prices and will continue to support them the 
natural pressure now seems in many cases to 
be downward rather than upward. 


To Clear the Way 

In all the questioning and discussion of the 
outlook, government policies take the center 
of attention. There is endless talk of govern- 
ment planning, which of course is essential 
in all the spheres of government activity. But 
the kind of government planning which will 
help most is the kind that will clear the way 
for manufacturers to do their own planning. 
They want to get ahead now with preparatory 
reconversion work, and they are confident 
they can carry it on without impeding the war 
effort. They want, after victory day, prompt 
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abolition of controls which would hamper 
their operations. They want greater assurance 
than they now feel of prompt removal from 
their plants, after contract termination, of 
government property, materials and goods in 
process. 

They want to know more precisely what 
policies the O.P.A. will follow in setting prices 
on civilian goods which have not been pro- 
duced during the past two or three years, and 
in adjusting ceiling prices to new conditions. 
Since what they make will have to be sold in 
the public markets, the level of costs will affect 
their decisions, and costs will be governed 
to a considerable extent by wages which in 
turn are controlled largely by ‘gowernment 
policy. They would like to know as soon as 
possible what the postwar tax structure is 
likely to be, and how long and in what amounts 
government spending will be carried on and 
whether it will involve continuation of un- 
balanced budgets and deficit financing. 


Transition Problems 


Among these problems those which apply 
specifically to the transition period are of most 
immediate concern. The War Production 
Board and other government agencies have 
made further progress during the month in 
formulating reconversion policies, and those so 
far laid down are reassuring. Explicit state- 
ments have been made of the intention to get 
rid of wartime industrial controls, to the 
greatest practicable extent, at the end of the 
German war. Mr. Byrnes early in the month 
brought’ all these statements together in a 
comprehensive declaration. The chief items in 
it are as follows: 


(1) As far as practicable war production 
will be concentrated in government-owned 
plants and private plants will be released for 
civilian work. 

(2) All possible consideration will be given 
to such factors as the wishes of the contractor 
and equitable treatment for competitors, al- 
though the need for efficient low-cost produc- 
tion of munitions for the Pacific war will of 
course retain priority. 

(3) Manufacturers whose facilities are not 
required. for the Pacific war will be free to 
make what they want without programing by 
the War Production Board. This is subject 
to the reservation that a priority on materials 
(second to the military priority) may be estab- 
lished if necessary to protect manufacturers of 
the most essential civilian goods. Mr. Byrnes 
said, however, that it was not expected that 
such a priority would have to be used. 

(4) Limitations on the use of materials will 
be removed, except a few such as natural rub- 
ber, lumber, and others which will be seriously 
short. 


(5) Manpower controls will be removed and 
the 40-hour week established outside the war 
plants. 

Along with these statements new steps have 
been taken to facilitate reconversion wherever 
a start can be made without obstructing the 
war effort. Automobile companies are allowed 
to assign a limited personnel to civilian pro- 
duction planning and do preliminary engineer- 
ing work. The War Production Board is pre- 
paring lists of plants and what they are able to 
make, to govern recommendations in placing 
contract cancellations; and it has announced 
that prime contractors will shortly be told 
what contracts will be cancelled or cut back on 
V-Day. Practically all limitations on housing 
repair and alteration work have been lifted in 
areas of critical housing shortage. 


Comment on the Policy 


As a statement of policy the declaration of 
Mr. Byrnes is unexceptionable, and represents 
an immense gain. Plainly the intent is to clear 
the way, and to restore to the manufacturing 
industries all possible freedom of action con- 
sistent with meeting the needs of the Pacific 
war. Business men have received the an- 
nouncement, however, with some _ reserva- 
tions, which do not relate to the policies them- 
selves but to the difficulties in turning them in- 
to effective action. The organizations through 
which the government controls are adminis- 
tered are huge and complex and subject to 
many conflicting pressures. The road between 
those who make policy and those who make 
and enforce decisions is a long one, and red 
tape does not make for speed in covering it.) 
Some doubt whether policies deemed wise and 
practicable, in advance of the cutback period, 
will still be considered so when the cutbacks: 
are actually at hand. The dependence of the. 
industries upon each other is an obstacle to. 
easy reconversion and to preparatory work. 
Cutbacks free plants, but leave others busy om 
which they depend for parts or components. 
To clear the way, a single decision by a single. 
authority seldom serves; a whole series of 
decisions is required. 

Weight should be given to these difficulties. 
However, the inter-dependence of business. 
and the complexity of business relations, are 
themselves reasons for believing that the 
policy of eliminating controls as laid down by 
Mr. Byrnes will govern. In truth, no other 


~ policy is practicable. It is inconceivable that, 
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once materials and labor are available, any 
overhead authority could continue to control 
and allocate them, or to keep to itself the 
power to decide what manufacturers can or 
cannot produce, without causing the country- 
to pay such a price in confusion, depression 
and unemployment as to make the system un- 
workable. 
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Perhaps the most favorable element in 
the outlook is that regardless of handicaps 
and difficulties business men themselves will 
be working hard to overcome them. Those 
who suspended work two or three years ago 
on their normal peacetime products and turned 
to war production can be certain that a huge 
demand has accumulated, waiting to be filled 
As their war contracts are cut back, every 
instinct will drive them to get into civilian 
work again at the earliest possible moment, 
and to do everything in their power to sur- 
mount the obstacles or go ahead despite them. 
There is much evidence that this determina- 
tion will apply not only to production of goods 
for sale, but to making up deferred mainte- 
nance rapidly and to new investment in plant 
and equipment, where that is necessary to 
revamp and modernize productive machinery, 
and to relieve bottlenecks. If this is the gen- 
eral attitude the interruption should not be 
unduly long or depressing. 

Mr. Nelson, in connection with his estimate 
ot a 40 per cent cutback in war contracts, said 
it would clear the way for an increase of 30 
per cent in civilian output. Applying these per- 
centage changes to the Federal Reserve 
Board’s index of industrial production (1935- 
39 = 100), which for the month of August 
stood at 232, they would produce an index of 
about 200. However, this calculation would 
assume an almost immediate re-employment 
of the labor released from the war plants, 
which is too much to hope for. Hence a fall 
of the index below that figure, not long after 
the end of the German war, is a reasonable 
anticipation. It should be unnecessary to add 
that the prospective level is still far above 
anything ever known before the war, or here- 
tofore considered normal by any process of 
estimation. Nor would the decline be of a 
nature to feed on itself, with all the induce- 
ment to increase civilian production and with 


government expenditures continuing enormous . 


during the Pacific war. 
Costs and Prices 

The second area of concern relates to in- 
dustrial costs and prices. Mr. Byrnes sug- 
gested in his statement that general price ceil- 
ings for articles now out of civilian production 
should be established at a fixed percentage 
above prewar prices to cover increased costs, 
and that variations from the average should 
then be dealt with separately. Price Admin- 
istrator Bowles followed with a statement 
that his aim is to price new civilian goods as 
nearly as possible at 1942 levels. Mr. Bowles’s 
statement gives the industries something to 
go on, but is very far from clearing up the 
uncertainties because individual variations are 
wide. Since the advance in prices and costs 
from 1939 to 1942 was not uniform, and the ad- 
vance from 1942 to date has not been uniform, 
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no general formula will serve very well. The 
danger is that production may be discouraged 
by wrong price fixing or by the bogging down 
of price fixing in controversy and delay. 

One of the important elements of the ques- 
tion is that manufacturers may find it hard 
to estimate their costs. They should reduce 
costs through the elimination of overtime pay 
and through retirement of the less efficient 
workers who have come into the labor force 
during the war. They should be able to rid 
their payrolls of some of the fictitious “up- 
grading” of the past two years, and they will 
have the benefits of technological progress. 
On the other hand, their volume, taking thei 
operations as a whole, in many cases will de- 
crease and overhead per unit will rise accord- 
ingly. They will have the greater sales and 
distribution expense that comes from serving 
the general public instead of one buyer. Above 
all they may have to pay higher hourly wage 
rates and they are apprehensive of labor trou- 
bles and labor inefficiency. What the relative 
weight and effect of all these influences will 
be is hard to calculate, and unti: some de- 
termination is made the O.P.A. cannot know 
whether its ceilings will restrict production 


Prices of Foods and Raw Materials 


In foodstuffs and industrial materials, the 
fears of a great rise in the price level after 
the war, so often expressed in the past two 
or three years, are not as general as they 
were some time ago. The expectation of the 
majority now seems to be that prices if left 
to themselves would in very many cases more 
likely go down than up. Supplies have been 
expanded to meet war needs and after the 
war the demand will shrink. 


New light has been thrown upon the food 
outlook during the month. In the first place, 
crop conditions improved during both August 
and September. The corn crop particularly 
has overcome its poor start and the October 
estimate may indicate an alltime record pro- 
duction. This improves the prospect for the 
animal feeding industries, since feed grain 
supplies per unit of livestock for the 1944-45 
season are likely to be as large as during any 
of the recent years when livestock production 
was expanding. In the second place, Mr. 
Byrnes has presented a picture of European 
food needs in 1945 which indicates that these 
can be covered from reserves already accumu- 
lated without a heavy drain on next year’s 
food production. For the first six months after 
the defeat of Germany he placed military and 
relief requirements at 3,900,000 tons, against 
which he estimated 6 million tons will be 
available from: reserves already abroad and 
releases from the “pipelines”. These estimates 
are exclusive of wheat needs, the filling of 
which has never been in doubt. 
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These figures plainly suggest that before 
long the need in farm commodities, with cer- 
tain exceptions, will be to deal with problems 
of surplus and downward adjustment of pro- 
duction rather than with scarcity and run- 
away prices. However, the Government will 
support the markets against severe price de- 
flation. Some forty farm commodities have 
price supports in one form or another for the 
1944 crops, and about twenty are also assured 
of price support after the war; the six “basic 
crops” will be supported indefinitely and some 
14 “war crops” for at least two full crop years 
after both wars are over. The postwar com- 
mitment is to support prices at 90 per cent of 
parity, and during the war the commitments 
are substantially higher. 

Within the month the Commodity Credit 
Corporation has announced that it will buy 
at the full parity price all cotton eligible for 
the loan, and that on May 1, 1945 it will pay 
the full parity price for any wheat against 
which it had made loans to growers. The 
effect of this move will be to support these 
markets at approximately the parity level. The 
United States is a surplus producer of both 
commodities; prices of both are substantially 
above the world level; and the result will be 
the accumulation of a huge government-owned 
stock. A section of the Surplus Property Act, 


passed during the month, permits the C.C.C. . 


to sell farm commodities for export at prices 
below the domestic level, the Government 
absorbing the loss. This is dumping, which 
is contrary to the trade principles expounded 
by Secretary Hull and can be expected to 
have repercussions abroad. Meanwhile the 
artificial domestic price should be of concern 
to the cotton growers, for it opens the way 
for greater competition from synthetic fibers. 
The general policy is one which may lead to 
an effort to obtain international agreements 
on exports and to more rigorous crop restric- 
tion as markets dwindle. There will be oc- 
casion for discussion of these points in a sub- 
sequent issue of this Letter. 

Congress has also made another move which 
has the effect of supporting commodity prices, 
by providing in the same Surplus Property 
Act that metal surpluses in the hands of or 
acquired by, the Government will be held off 
the market for fifteen months, provided indus- 
try has sufficient supplies to satisfy six months’ 
requirements. 


Inflation or Deflation 


In these moves is seen the conflict, referred 
to earlier in this article, in the assumptions 
on which public policy is based. These are 
moves to avert deflation, by government sup- 
port measures and government spending. Mr. 
Byrnes estimated that Congress may be asked 
to appropriate $2 billions in 1945 alone to carry 


out the commitment to support farm prices. 
On the other hand, peOple are taxed and urged 
to buy war bonds, and price ceilings are en- 
forced, for the purpose of averting inflation. 

Wage rates are largely a matter of public 
policy, and now coming up for the decision of 
President Roosevelt are the demands of vari- 
ous unions that the “hold-the-line” policy be 
reconsidered and the Little Steel wage formula 
broken. If wage rates are raised costs will be 
increased, and prices of manufactured goods 
have to reflect them. 


People need to be reminded again that al- 
though supply and demand, in many areas, ate 








diminishing the danger of runaway prices, the 
basic forces which produce price inflation dre 


present in the greatest degree ever known in 
our history. The amounts of currency and 
bank credit outstanding are far_greater_than 
ever before, and the government deficits are 
Targer. Programs of government spending to 
combat deflation cannot be resorted to without 
levying taxes which will depress enterprise 
and restrict production, or carrying on deficit 
financing and adding constantly to the in- 
flationary menace. The real area of danger is 
not in the price and market outlook, but in 
fiscal and wage policy. 

The most effective attack on the inflationary 
danger is to facilitate reconversion, free the 
industries as early as possible and as com- 
pletely as possible to produce and add to the 
supply of goods, curtail government spending, 
and resist the pressures of groups for assumed 
advantages which only unbalance cost and 
price relationships and block trade. This is 
also the formula for encouraging enterprise 
and maintaining employment.. The argument 
that curtailment of government spending and 
acceptance of natural price adjustments is de- 
flationary is not persuasive. If price adjust- 
ments are in order buyers will hold off to some 














_ extent, but the danger in the present situation 


is not that buyers will hold off, but that they 
may throw aside restraint. In the long run 
more business will come forward at lower 
prices. Business investment would be stimu- 
lated by a lower level of costs, because high 
costs of plant and equipment mean perma- 
nently higher costs for the product, which 
business men are reluctant to assume. 


It is against reason to believe that the eco- 
nomic organization will be dependent upon 
government support and inflationary measures 
after the war. Never has there been such waste 
and destruction to repair, or such a deferment 
of maintenance to. make good. The whole 
world is short of consumable goods and be- 
hind on construction. The test of ability to 
recover from the war is the capacity to pro- 
duce goods. The output must be distributed. 
The essential thing is to find the equilibrium 
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in costs and prices which will promote trade, 
and not to block readjustment by arbitrary 


_ intervention. 


Debt, Taxes and Prosperity 





Speaking before a meeting of the National 
Tax Association in St. Louis last month, Dr. 
Roy Blough, director of the division of tax 
research of the Treasury Department, said 
some things about the postwar tax problem 
that might well be pondered by every advo- 
cate of government spending, whether special 
pleader for particular interests or projects, or 
member of the school that believes in govern- 
ment spending as the cure for unemployment. 


The following is from a St. Louis despatch 
to the New York Times of September 13: 


Roy Blough, director of the division of tax research 
of the Treasury Department, said that the problem 
of postwar taxation will be far more difficult to solve 
than the wartime tax problem. 

Predicting that the postwar tax problem will be 
“the most difficult tax problem in American history”, 
he declared that the tax load promises to be so high 
“any system will inevitably have restrictive effects 
on consumption and investment.” 

“The most we can hope for is that taxes will be 
designed to produce the minimum interference with 
factors and forces leading to full employment,” he 
said. 


The striking thing about this statement is 
the contrast to some of the claims we have 
been hearing in recent years from adherents 
of the deficit financing theory of fiscal policy. 
For some years they have been telling us that 
we need not worry about unbalanced budgets 
and increasing debt, since government spending 
in excess of income would, so they say, auto- 
matically lift employment and national! income 
to levels where the added volume of debt 
would be no burden. Moreover — so the argu- 
ment runs — the debt would be only “owed to 
ourselves.” All who questioned the soundness 
of this philosophy have been labelled -reaction- 
ary or charged with lack of sympathy for the 
victims of unemployment. 

It would seem however, on the basis of Dr. 
Blough’s statement, that there must be some- 
thing wrong with this theory. Now that the 
existence of a huge national debt is no longer 
merely a theory but a fact, soine of the hard 
truths about the consequences of government 
spending and debt are being made clearer. 
During the war period we have seen Congress 
wrestling with the problem of how and where 
to raise the money needed to pay for a proper 
share of the enormous war costs. We have 
seen the resistance to tax increases, and the 
difficulties of levying taxes equitably and ef- 
fectively, not only because of the impossibility 
of taking account of the particular circum- 
stances of different taxpayers but also because 
of the political pressures. Certainly we have 
had ample demonstration that it makes a great 
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deal of difference to people how high taxes go 
even though, as a nation, we do only “pay 
them to ourselves”. And it takes taxes, of 
course, to service national debts. 


Now we have it on authority of the director 
of the Treasury’s division of tax research that 
the tax problem is to be even more difficult 
in the postwar period. While the statement 
by Dr. Blough is especially noteworthy both 
because of its source and positive character, 
there have been many others. Previous state- 
ments by other Treasury officials have stressed 
the importance of the postwar debt problem. 


Only two days before Dr. Blough’s statement, 
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the House of Representatives special commit- 
tee on Postwar Economic Policy and Plan- 
ning, predicting a postwar budget approaching 
$20 billion, pointed out that this would amount 
to a charge, direct and indirect, of more than 
$550 on the average family of four. State taxes 
would be another $350, making a total annual 
tax (if all expenses were to be met currently 
and deficit financing avoided) of $900 on each 
average family. Without high production and 
employment, it added, such a burden of neces- 
sary taxation might prove “intolerable”. 


Likewise business men everywhere are 
acutely aware of the threat of the mountainous 
tax load to their ability to carry on and give 
employment. Studies of postwar taxation such 
as are being conducted by the Congressional 
joint committee on internal revenue taxation, 
and private agencies such as the Committee 
for Economic Development, National Plan- 
ning Association, Twin Cities Research Bu- 
reau, as well as others, are evidences of gen- 
eral concern over this problem. According to 
a recent survey by the Gallup poll, one of the 
chief worries of millions of average John Does 
and Mary Smiths has to do with taxes and 
public debt. How long are we going to have 
to pay high taxes? How are we going to meet 
the public debt? 


A simple yet graphic illustration of the dead- 
ening effect of excessive taxation upon the 
free enterprise system appeared in an article 
not long ago by the American historian, James 
Truslow Adams. Commenting on recent trends 
in tax policy in this country, he wrote: 


Recently I -was asked to write a short history of 
the United States for use in English schools under the 
new rule making its study compulsory. What was the 
situation? The British Government would take 50 per 
cent of my royalties before they are transmitted to 
me in pounds at a discount of 25 per cent in dollars. 
When the balance got here the Federal Government 
would take 62 per cent in taxes. I am working mostly 
to leave money to my family, and the inheritance tax 
would be over 30 per cent more. So I did not write 
the book; the British Government got nothing. I got 
nothing; the English school children did not get the 
text I would like to have done, and the Federal Gov- 
ernment gets nothing. My heirs will get nothing. This 
is a personal commentary on national wealth and in- 
come as fixed amounts to be “redistributed”. 
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And yet we are told that we need not worry 
about government spending that piles up taxes 
and debt because we pay the money and owe 
the debt to “ourselves”! We hear talk of 
“property rights vs. human rights,” as though 
there were any real distinction and property 
had any rights or values save as human inter- 
ests are. involved. 


Deficit Financing and Trade Recovery 


We referred last month to the theory that 
deficit financing, if pressed vigorously enough, 
can be made to pay for itself through an ex- 
pansion of national income and the increase in 
tax revenues flowing therefrom. According to 
this argument, the expansion of business and 
national income will both compensate for the 
growth of national debt and make possible the 
drop in expenditures and increase in revenues 
needed to restore a balanced budget. This 
argument was repeatedly advanced by apolo- 
gists for government spending in the early 
“pump-priming” days of the ’30s, and has 
since been taken over:by advocates of the 
“compensatory budget” theory of ironing out 
business fluctuations by having the govern- 
ment spend freely and run into debt in times 
of depression, and siphon off purchasing power 
and retire debt by taxes in time of boom. 

As we pointed out, there is nothing in our 
experience to warrant the belief that deficit 
financing will promote either growth of na- 
tional income commensurate with debt, or a 
lasting recovery and balanced budget. We tried 
it in the ’30s and it did not do any of these 
things. Although the gross value of the na- 
tional production of all goods and services did 
rise as shown by the chart at the foot of the 
page, at a somewhat more rapid rate than did 
BILLIONS OF DOLLARS 
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the national debt in the period of recovery 
from the 1932-33 pit of the depression to 1937, 
the recovery was of an unstable nature as 
proved by the relapse in the latter part of 1937 
when deficit financing was sharply reduced. 
And in 1938 deficit spending was hastily re- 
sumed. By 1939, the last year of peace before 
the outbreak of World War II, we had nine 
years of consecutive déficits, the national prod- 
uct was still lower than in the prosperous 
years of the ’20s, while the national debt had 
more than doubled. In 1939 the national debt 
amounted to 45 per cent of the national prod- 
uct, against 17 per cent in 1929 and 22 per cent 
in 1926. 


For the failure of deficit financing in the 
’30s, the explanation by the spending school 
was that we didn’t spend enough. In the ’40s, 
however, the war removed all cause for com- 
plaint on that score. Expenditures soared, and 
national product and tax receipts increased 
(the latter with the help of steeply increased 
rates). But the deficits became bigger than 
ever, and the debt, as the chart shows, shot up 
to levels outstripping the national product, with 
no halt yet in sight. While it is true that the 
burden of debt in terms of interest cost has 
increased less than the debt itself, this was 
because of the unprecedented cheapening of 
interest rates rather than anything inherent 
in the spending theory. And interest rates can- 
not go on declining indefinitely. 


The fact is that there is little in our experi- 
ence to support the thesis that the compen- 
satory budget principle would work either in 
controlling a boom or in promoting recovery. 
Illustrating the difficulties, we quote from a 
letter from a correspondent commenting upon 
two articles on public debt and fiscal policy 
that appeared in the December 1943 and Janu- 
ary 1944 issues of this Letter: 


It occurs to me that you might continue your series 
with a little piece on “The Compensatory Economy 
in Action.” You have touched on this subject here 
and there, but after all you don’t need to talk about 
the compensatory economy in theoretical and hypo- 
thetical terms because we+-have been living through 
it. War expenditures gince 1940 have been large and 
growing rapidly enough to satisfy those who claim 
that government spending is the universal panacea for 
our economic ills and we have certainly long since 
reached the stage of full employment after which, 
according to the doctrine, we should start pumping 
off surplus purchasing power which serves no 
other purpose than inflation. So far as I can see, we 
reached full employmeni™by the early fall of 1942 
when unemployment dropped to around 2 million. 

Up to this point, according to theory, we should 
have had no price increases because we were still 
below the full employment level. Actually, prices and 
costs were rising all through 1941 and 1942 in spite 
of the fact that we were supposed to have rationing 
and price and wage controls, all of which we are sup- 
posed to do without in the compensatory Utopia. At 
no time have we had the courage to tax away more 
than a fraction of excess purchasing power. And, 
as you point out, in spite of “we owe it to ourselves”, 
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we are engaged in a bitter struggle to decide whether 
we are going to tax away the excess purchasing 
power from where it actually is or from where it 
isn’t, i.c., in the middle and upper income classes. 


Costs of Government Spending 


The foregoing does not, of course, mean that 
all government spending and debt creation are 
bad. Nobody believes that. Most people be- 
lieve that government can and should extend 
financial aid in mitigating the severities of 
economic crises. What the above does mean 
is that the limitations and costs of government 
borrowing and spending need to be faced 
frankly in determining fiscal policy. There 
is nothing in the record to show that reliance 
upon deficit financing results in any lasting 
cure of unemployment and depression. Nor 
do we gain anything by consoling ourselves 
with the belief that public debts don’t mean 
anything because “we owe them to ourselves.” 


This country can carry its war debt, provid- 
ing there is the hard work and production that 
alone will increase the real wealth and income 
of the people. But the statement by Dr. 
Blough, as one who shares the responsibility 
for mapping out a practical tax program, is 
a remincer, at a time when the beneficence of 
government spending and “distribution of pur- 
chasing power” is still widely preached, that 
there is another side to the coin. That other 
side is the cost of such policies in terms of a 
tax load already so high that “any system will 
inevitably have restrictive effects on consump- 
tion and investment.” 


War Savings Bond Redemptions 





New arrangements effective this month for 
direct cashing of United States war savings 
bonds by commercial banks, and the August 
figures showing that redemptions ($279 mil- 
lions) were equivalent to almost 45 per cent 
of sales during the month ($624 millions) — 
a new high redemption-to-sales ratio — have 
again stirred up interest in this important sub- 
ject. In judging the success of the war financ- 
ing, redemptions have to be taken into account, 
for unless the bonds sold “stay sold” to a sat- 
isfactory extent, and everyone concerned makes 
every possible effort to keep them sold, the 
objectives of the financing program are not 
being reached. The subject is one which 
arouses debate, the facts need interpretation, 
and more pertinent information is available 
than people generally may realize. 

As the measure of the net new money re- 
ceived by the Treasury from sales of war sav- 
ings bonds, the simple comparison of current 
redemptions with current sales is a significant 
figure. After the war it will be of even greater 
interest, in view of the widespread effects 
which the relation of redemptions to sales may 
have both on Treasury finance and on busi- 
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ness. As an indication whether redemptions 
are currently excessive, however, the ratio is 
of limited significance, since it is affected not 
only by changing rates of redemption, but by 
the wide variations in sales and the steady 
increase in bonds outstanding. Thus it is far 
from a good measure of public attitude toward 
cashing in the bonds. The chief influence on 
the August ratio was the low volume of sales 
following the Fifth War Loan drive. 

It should be understood that as the total of 
bonds outstanding increases, and sales level 
off even at a high rate, a rise in the redemp- 
tion-sales ratio naturally follows. The ratio 
does not represent—as some may think—a 
comparison between current sales and the re- 
demption of other bonds sold recently, but 
reflects the combined redemption of eighteen 
different series of savings bonds now out- 
standing. All these bonds are redeemable on 
demand a short time after sale. Always some 
holders desire for one reason or another to 
realize cash prior to maturity. Hence total 
redemptions rise as the issues accumulate. 

The oldest of the series A-1935 U.S. savings 
bonds will reach their ten-year maturity a few 
months hence. Of the tota. 1935 issue (includ- 
ing accrued interest), which matures during 
1943, 27 per cent has been redeemed to date. 
When this and subsequent series come due 
and are retired, the maturity value of the 
entire issues will in due course be charged 
against “redemptions” in the Treasury public 
debt accounts — thereby further swelling the 
total, automatically raising the redemption- 
sales ratio, and lessening the significance of 
that ratic as a measure of the redemption trend. 

The redemption of savings-bonds may fairly 
be compared with the withdrawal of savings 
bank deposits, or the surrender of life insur- 
ance policies, where experience has shown that 
a fairly substantial turnover is normally to 
be expected. There is evidence that with- 
drawals of savings bank deposits run annually 
to 20 per cent or more of total balances. In- 
surance surrenders and lapses combined have 
run from 4 to 6 per cent of the total even in 
prosperous years, although currently they are 
lower. 

In comparison, in August 1944 the savings 
bond redemptions represented 0.76 of 1 per 
cent of the total outstanding at the beginning 
of the month, an annual rate of about 9 per 
cent. For the full year 1943 the monthly aver- 
age was 0.63 of 1 per cent. Although the per- 
centage of redemptions increased rapidly in 
1942 and early 1943, as taxes increased and 
War Loan drives put pressure on buyers, the 
rise now seems to have flattened out. 


Redemptions and Outstandings 


The accompanying summary shows, for all 
series and years of issue, the total sales, re- 
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demptions and balance outstanding (at redemp- 
tion value) as of August 31, 1944. 


Sales, Redemptions and Balance Outstanding of U. S. 
Savings Bonds as of August 31, 1944, by Series and 
Year of Issue 
(In Millions of Dollars) 


























Total Redemptions Balance 
Series A-E Sales Total % Outstanding 
1935....e0c- $ 247 $ 68 27 $ 179 
1936....000 434 114 26 320 
1937....c00 538 130 24 408 
1938....c006 608 120 20 488 
1939.....000 952 151 16 801 
1940....000 1,136 144 13 992 
1941.....00 1,868 186 10 1,682 
1942.....006 6,310 1,002 16 5,308 
1943.....00 10,445 1,687 16 8,758 
1944*...... 7,941 461 6 7,480 
Subtotal 30,479 4,063 13 26,416 
Series F 
1941....000 237 19 8 218 
1942....0006 657 44 7 614 
1943... 006 732 28 4 703 
1944°*...... 569 2 sis 567 ~ 
Subtotal 2,195 93 4 2,102 
Series G 
1941.....006 1,277 65 5 1,212 
1942....0000 2,493 104 4 2,389 
1943....1000 2,598 62 2 2,535 
1944*.... 2,116 5 ecco 2,111 
Subtotal 8,484 286 3 8,247 
Unclassified 117 sete sose 117 
Total.......000 $41,275 $4,392 11 $36,883 


J Source: Compiled from U. S. Daily Treasury State- 
ment. All figures based on bond redemption values, 
including accrued interest. *Eight months. 


Aggregate sales during the period of almost 
ten years in which these bonds have been of- 
fered amounted to $41,275 millions, including 
the A to D series issued in 1935 to 1941 and 
technically designated as “U.S. savings bonds” 
(also called “baby bonds”); the series E “de- 
fense savings bonds” and later “war savings 
bonds;” similar in terms, which superseded 
them in 1941; and the tweive-year series F 
and G “U.S. savings bonds” issued from 1941 
to date. As a matter of convenience, the vari- 
ous issues taken as a group are now commonly 
spoken of as “savings bonds.” 

Total redemption of all issues to August 31, 
1944 amounted to $4,392 million, or less than 
11 per cent of total sales, leaving $36,883 mil- 
lion outstanding. 


E Bond Redemptions 


The progressive redemption of the different 
annual issues of A to E bonds relative to the 
number of years outstanding is shown in the 
first chart herewith. 

This chart illustrates the figures given in 
the table, showing that of the issue sold in 
1935 and now in its 10th year, about 27 per 
cent, as already stated, had been redeemed up 
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to August 31, 1944; 26 per cent of the issue 
of 1936 now in its 9th year had been redeemed; 
and so on. 

The chart brings out the fact that the rate 
of redemption, in each successive issue sold in 
1935 through 1941, had declined steadily. How- 
ever, the trend was reversed in the case of the 
1942 issue, which was redeemed faster than 
any of those preceding; and the 1943 issue has 
come back faster still. The accelerated return 
of the wartime issues undoubtedly reflects the 
over-buying and over-selling that is inevitable 
during the enthusiasm of war loan drives, also 
the pressure to meet quotas for bond purchases 
on payroll deduction plans between drives. 
Other influences are the pinch of heavy taxes 
and increased living costs since 1941. Whether 
it also reflects a let-down in willingness to 
make sacrifices to hold the bonds purchased, 
possibly from a mistaken belief that the need 
to support the war financing efforts is passing, 
must be largely 4 matter of opinion. 

It will be seen also from the chart that the 
general trend in all issues prior to the war was 
for the redemption curves to flatten after the 
first few years. In other words, the longer 
such bonds are held, the more attractive they 
become, and the less likely to be redeemed 
prior to maturity. Several of the older issues 
have in fact reached the point where the 
monthly accrual of interest added to the sales 
value exceeds the redemptions, causing an 
actual decline in the percentage of total re- 
demptions to sales value. The decline in re- 
demption rate bears an inverse relation to the 
graduated interest yield, which although aver- 
aging 2.90 per cent (compounded semi-annual- 
ly) when held to maturity, rises from 0.67 of 
1 per cent for the period of 1-1¥%4 years, to 1.72 
per cent for 414-5 years and 2.45 per cent for 
7¥-8 years. 

There appears to be a-definite relationship 
between denomination and redemption, with 
the lower denomination bonds showing the 
higher rates of redemption. Treasury figures 
show that for the 1935-41 series, the redemp- 
tion by the end of the first year outstanding 
ranged from 7 per cent for the $25 denomina- 








tion down to 4 per cent for the $1,000; by the 
end of the eighth year the cumulative redemp- 
tion had reached 42 per cent for the $25, but 
only 26 per cent for the $1,000. 

Despite the faster redemption of the 1942 
series as a whole, the denominational pattern 
remained the same as for earlier series. At the 
end of the first year, the redemption was 16 
per cent for the $25 bond, but only 4 per cent 
for the $500 and $1,000. 


Redemptions of F and G Bonds 


The redemption pattern of the E bonds is 
not typical of the F and G, as may be seen 
from the second chart, comparing the issues 


sold in 1941, 1942 and 1943. 
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Whereas the E bonds, which show the high- 


est rates of redemption, may be held only by - 


natural persons, the F and G are purchased 
by corporations, by banks for trust funds, and 
by religious, philanthropic .and educational 
institutions, all of which are likely to hold the 
bonds for permanent investment. The F and 
G bonds pay a lower rate of interest (2.53 or 
2.50 per cent, respectively, vs. 2.90); have 
a longer maturity (12 years vs. 10); and per- 
mit larger legal maximum purchases in any 
one calendar year ($100,000 vs. $5,000). 

The lower rate of redemption of F and G 
bonds is a factor to be considered in estimating 
the pattern of postwar redemptions. The F 
anc G bonds currently represent about 28 per 
cent of the total savings bonds outstanding. 


New Machinery for Bond Redemption 


In view of the huge wartime increase in the 
total volume of savings bonds outstanding, 
the Treasury Department and Federal Reserve 
Banks have recently set up improved ma- 
chinery to facilitate the handling of redemp- 
tions. In August these redemptions averaged 
more than $10 million for every business day, 
representing perhaps 260,000 individual cer- 
tificates or “pieges” per day. Under the new 
plan effective October 2, qualified commercial 
banks throughout the country will be author- 
ized to cash savings bonds of series A to E 
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in much the same way that government checks 
are cashed and collected. Banks will be held 
responsible for payment to the proper owners, 
and will pay the prevailing redemption value 
as printed on each bond. There will be no 
charge to the public for handling, but the 
banks will receive from the Reserve Banks a 
quarterly reimbursement for their services. 

There seems no reason why this greater con- 
venience in redeeming bonds should have much 
effect one way or another upon the volume of 
bonds turned in. It is the Treasury’s opinion 
and hope that the new facilities may actually 
bring about a decline in redemptions, since 
bonds will be practically the equivalent of 
cash and need not be liquidated in advance to 
meet known demands or provide against un- 
foreseen contingencies. Furthermore, the plan 
should prove reassuring to those holders who 
may have become disturbed from time to time 
by rumors that restrictions might be placed 
upon redemption. 


Foreign Trade After Two Wars 





Exports from the United States are continu- 
ing at record levels and on the basis of seven 
months figures may reach the unprecedented 
total of $15 billion for the full year. While the 
record exports are due mainly to lend-lease 
shipments, increases have been registered in 
“cash exports,” now officially called “direct 
purchase exports,” and also in imports not- 
withstanding the leveling off of the arms pro- 
duction program. This all-around expansion of 
trade has followed improvement in the shipping 
situation, although gradual relaxation of trade 
controls both here and abroad also has helped 
speed up the movement of goods. 


Lend-lease shipments accounted for over 80 
per cent of total exports during the seven- 
month period of 1944, averaging almost $1 bil- 
lion a month, compared with $840 million 
monthly in 1943. Total direct purchase exports 
this year will nevertheless be close to $2.9 bil- 
lion or almost as much as in 1939, notwith- 
standing the cutting off of exports to Axis- 
controlled countries. In our import trade, con- 
tinuation of the January-July rate would give 
a total of almost $4 billion for the full year, 
which would be the highest since 1929. Since 
imports have grown more rapidly than cash 
exports, the cash import balance this year of 
perhaps $1.1 billion promises to be the largest 
in the country’s history, against $760 million 
last year. 

The cash import balance is being incurred 
mainly in our trade with Latin America, India, 
and various African countries. In a recent re- 
port to Congress, Mr. Leo T. Crowley, Foreign 
Economic Administrator, estimated that. im- 
ports from Latin America may reach $1,650 
million th’s year and our excess of imports 
from that area over $700 million, in contrast 
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with a small export balance in 1939. These im- 
port trade balances, together with the expendi- 
tures of our armed forces abroad have been 
the cause of our loss of gold and the building 
up of foreign dollar claims against future 
American goods and services. 


Foreign Trade in 1919 and 1920 


The question is, what is going to happen to 
this trade when the war is over? 

It will be recalled that after the first World 
War our foreign trade, instead of declining, 
rose to levels higher.than ever before. In the 
two years 1919 and 1920, the supposedly im- 
poverished world bought from us goods worth 
approximately $16 billion, against $9 billion of 
imports, creating an export balance for this 
country of $7 billion. This tremendous export 
demand was a factor in fostering the inflation- 
ary boom that occurred in this country. 

Then, as now, there was a vast deferred de- 
mand from abroad, accentuated by urgent 
needs for relief and reconstruction. The United 
States was practically the only large country 
with unimpaired productive plant, and also 
held large surpluses of raw material and food. 
The recovery of British industries took more 
than a vear, and of Continental industries even 
longer, so that it was not until early in 1920 
that foreign goods began to be generally avail 
able in competition with American manufac- 
tures. 

Financing 1919-’20 Exports 

The means by which our high 1919-20 export 
trade balances were financed are shown by the 
following table, giving a condensed account 
of our international balances of payments in 
those years: 


International Balance of Payments of the 
United States in 1919 and 1920 


(In Millions of Dollars) 


CREDITS 

Current Transactions 1919 1920 Total 
Excess Of CXPOTtS......cccccccesessreceeeeees $4,016 $2,950 $6,966 
Net int. and dividend receipts.... 414 468 882 
Net shipping and freight receipts 291 271 562 
Net exports Of Si] VET............cceecssees 150 26 176 


Long-term Capital Inflow 
Net amortization paym’'ts to U.S. 315 561 876 





Total 5,186 4,276 9,462 


DEBITS 


Current Transactions 
Net govt. transactions: ° 
Net cash advances to the 
Alhes. sales of war goods, 
credits for relief, etc............. 1,632 72 1,704 
Purchases of foreign curren- 
cies for military needs, oc- 








cupation expenditures, etc.. 763 131 894 
Sub-total  .... eee haa 2,395 203 2,598 
Net. immigrant remittances.......... 692 516 1,208 
Net institutional contributions.. 140 118 258 
Net travel expenditures .............. 67 123 190 


Miscellaneous 79 68 147 





Long-term Capita! Outflow 
Long-term loans to _ foreign 
countries 371 500 871 











Net purchases of foreign cur- 
TENCY SECUTITICS 2.0.0... cece sseeseeeee 39 481 520 
Net purchases (repatriation) of 
American securities ...........00+ 195 258 453 
Net direct investments abroad.. 94 154 248 
Total . 4,072 2,421 6,493 
GOLD MOVEMENT (CREDITS) 
Net exports Of Gold .c...ccccssesccessee 164 50 214 


RESIDUAL ITEMS (DEBITS) 


Chiefly short-term capital out- 
flow (increases in bank bal- 
ances abroad, bank credits, 
commercial credits, and hold- 
ings of foreign currencies. ete.) 1,278 1,905 3,183 


Source: Compiled on the basis of figures of U. S. 
Department of Commerce in Economic Series booklet 
No. 23, “The United States the World Economy,” 
by Hal B. Lary and Associates 


It will be seen from the table that total net 
factors on the credit side, calling for payments 
in dollars, aggregated approximately $9.5 bil- 
lion, of which almost $7 billion was represented 
by the excess of merchandise exports. 


The largest single source of dollars required 
tor the making of these tremendous payments 
to the U..ited States was the direct cash ad- 
vances by the United States Government to its 
Allies. Added to these were other government 
expenditures. Next in size came remittances 
by immigrants. 


The part played by long-term dollar loans 
was not of great magnitude in the overall 
total during this period. While it is true that 
there was a substantial quantity of dollars 
provided to foreigners through such loans, 
plus direct investments abroad, as shown in the 
table—in all a total of something like $1.1 
billion—this was largely offset on the other 
side of the account by amortization and 
maturity payments amounting to nearly $900 
million. There were, however, substantial funds 
provided to foreigners on balance—approxi- 
mately $1 billion in the two years—through 
net purchases. of foreign currency securities 
and repatriation of American securities. 


Precisely how the residual of net credit 
items due the United States not otherwise 
accounted for in the table, and amounting to 


_over $3 billion, was financed is not entirely 


clear, but the figures are taken as representa- 
tive for the most part of the extent of our trade 
balances covered by short-term credits ad- 
vanced by American bankers and _ shippers. 
The amount of such credits is known to have 
been very large, and while the Department 
of Commerce, in its study from which these 
figures were derived, suggests that the totals 
may not have been so large as indicated, some 
estimates made at the time ran even higher. 
Many businessmen and bankers today can 
remember the huge volume of credits extended 
on merchandise in transit, on docks and in 
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warehouses, much of which subsequently 
proved unsalable, with cancellations running 
into hundreds of millions of dollars and bring- 
ing heavy losses to importers and exporters. 


European Trade vs. Other Areas 


In reviewing these figures, some reference 
to the direction of our foreign trade flow is 
necessary for an adequate picture of what hap- 
pened. As indicated by the following table, 
European needs for relief and reconstruction 
resulted in our excess of exports being heavily 
concentrated in that area. Thus, our export 
surplus of nearly $7.7 billion with Europe 
alone was actually more than our total export 
surplus of $7 billion for the entire world dur- 
ing this period. And most of this was financed 
on credit. 


Distribution of Foreign Trade Balances of the 
United States in 1919-1920 


(In Millions of Dollars) 
































Excess of Exports 1919 1920 Total 
Europe $4,437 $3,239 $7,676 
BRS CURE . cchjactcsnnnsoeniecsickasesense 3,493 2,453 5,946 
BUNUN 5.55 <s;Lnccnenshabeseioorensaneabi 686 469 1,155 
Former CNeMieS ........cccceceseee 128 261 389 
RSNIIEI: . ntgpscesiantigns once 239 360 599 
Australia and Oceania .......... are 129 
South Africa (1)  ccccccrccccccocscwece 20 75 95 
Total 4,733 3,766 8,499 
Excess of Imports 
LAR DPR APIOR cccckcccncesircssscrocvinns 347 231 578 
Cuba 140 206 346 
TRIED neni saciaisenintartavdeadehobbabtitabienash 336 625 861 
Malaya 134 173 307 
Egypt (c) 34 59 93 
Total 717 815 1,532 
Total Trade 4,016 2,951 6,967 








(a) United Kingdom, France, Belgium and Italy. 
(b) Also Portuguese Colonies, French Africa and 
Belgian Congo. (c) Also British West and East Africa. 


At the same time that we were having these 
heavy export surpluses with Europe, and to a 
lesser extent with Canada and other countries 
indicated in the table, we were incurring im- 
port surpluses with Latin America and Asia, 
reflecting heavy demand for raw materials and 
foodstuffs such as hides, silk, rubber, coffee 
and sugar, at advancing prices. 

Since at that time, as now, our export sur- 
plus was chiefly with countries not settling 
in cash, whereas we paid cash for imports, 
this country had then, as today, an unfavor- 
.able balance in the “cash” transactions, despite 
its huge overall export surplus in the total 
trade. It may be recalled that this country 
lost considerable gold to Latin America and 
the Far East following removal of the em- 
bargo on gold exports in June 1919. Our gold 
losses totaled on balance some $400 million 
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in the latter half of 1919 and Spring of 1920. 
Although this does not seem like a large figure 
today, it amounted to more than one-sixth of 
our gold reserves at that time and was the 
cause of considerable agitation for reimposi- 
tion of the wartime embargo on gold exports. 

Subsequently with the relaxation of Euro- 
pean restrictions on gold exports, and with 
the falling off in our import balances with 
Latin America due to the decline in business 
and prices in the latter part of 1920, the gold 
movement was reversed, reducing the net loss 
for the two years to the $214 million shown 
in the first table. 


Outlook After World War II 


That the conclusion of World War II will 
find a huge foreign demand for American goods 
for relief, reconstruction, and the satisfaction 
of deferred needs generally, similar to that 
experienced after World War I, seems hardly 
open to doubt. American products are almost 
certain to be wanted in vast quantities, and 
the real questions apparently are going to be 
as to our ability to supply promptly products 
of the kinds and in the quantities wanted and 
— especially important — get paid for them. 

As regards the financing of postwar Ameri- 
can exports, the extent to which the history 
of 1919 and 1920 may be repeated at the end 
of the present war can only be conjectured. 
Certain differences in the two situations are 
obvious. Immigrant remittances, which sup- 
plied foreign countries with large amounts of 
dollars to pay for American goods twenty-five 
years ago, are not likely to be so important. Nor 
is it to be expected that the heavy repatriation 
of American securities and purchases of 
foreign internal securities in 1919-’20 will be 
repeated. On the other hand, foreign holdings 
of gold and dollar exchange now are much 
larger. As a result partly of heavy U. S. Gov- 
ernment expenditures abroad during the war, 
the amount of such holdings already exceeds 
$20 billion, or approximately four times as 
large as at the end of World War I. 

The role of credit, both government and 
private, which had so large a part in financing 
exports immediately after World War I, is still 
to be determined. The record shows that after 
the last war too much credit was provided. The 
effect was to accentuate the upbidding of prices 
and exaggerate the boom not only in this 
country but in others as well, leading soon 
after to worldwide collapse of prices and heavy 
losses. In facing the very real problem of pro- 
viding adequate credit for world reconstruc- 
tion and revival of trade, we need to be on 
guard against repeating this experience. 
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FIRST... In World-Wide 
Banking 


N 1914, The National City Bank of New York es- 
tablished its first overseas branch—in Buenos Aires. 

It was the first unit of any United States national bank 
in the foreign field. Other branches followed in com- 
mercially important cities until National City became 


first in world-wide banking. 


Today, the background and experience gained during 
these 30 years of overseas operations are available to 
American banking and industry in planning post-war 


expansion abroad. 


National City’s overseas branches are staffed with 2300 
men and women who coordinate their work with a 
group of 32 officers at Head Office in New York. All 
know the local customs, and are thoroughly familiar 


with the business conditions in the various countries, 


The Overseas Division officers at Head Office have col- 
lectively spent 415 years in service outside the country, 
an average of 13 years each. They will be glad to con- 
sult with you and help in formulating programs any- 
where in the world. 
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ARGENTINA 
Buenos Aires 
Flores 
(Buenos Aires) 
aza Once 
(Buenos Aires) 
Rosario 


BRAZIL 
Rio de Janeiro 
Pernambuco 
Santos 
Sao Paulo 


CANAL ZONE 
Balboa 
Cristobal 


CHILE 
Santiago 
Valparaiso 


COLOMBIA 
Bogota 
Barranquilla 
Medellin 


CUBA 
Havana 
Cuatro Caminos 

( Havana) 
Galiano 

( Havana) 
La Lonja 

( Havana 
Caibarien 
Cardenas 
Manzanillo 
Matanzas 
Santiago 


ENGLAND 
London 
117, Old: Broad St. 
11, Waterloo Place 


INDIA 
Bombay 


MEXICO 
Mexico City 


PERU 
Lima 
PUERTO RICO 
San Juan 
Arecibo 
Bay amon 
Caguas 
Mayaguez 
Ponce 


REPUBLIC OF 
PANAMA 
Panama 


URUGUAY 
Montevideo 


VENEZUELA 
Caracas 
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